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► Management 
Employees 
Pension  Plan 

A Profile 

• The  Public  Service  Management  Pension 
Plan  was  established  in  1972  as  a defined 
benefit  plan  for  Alberta  government 
employees  in  management  positions. 

• In  1994,  the  Government  of  Alberta 
created  the  Management  Employees 
Pension  Plan  (MEPP)  to  provide 
(retroactive  to  1992)  a defined  benefit 
plan  for  contributing  Public  Service 
Management  Pension  Plan  members  who 
were  not  retired  and  who  had  less  than  35 
years  of  service. 

• Today,  approximately  4,900  members 
participate  in  MEPP,  of  which  600  are 
pensioners.  The  Plan  is  financed  by 
member  and  employer  contributions  and 
investment  earnings. 

• The  Plan  is  administered  by  Alberta 
Pensions  Administration  Corporation 
(APA).  A former  division  of  Alberta 
Treasury,  APA  became  a provincial 
corporation  on  November  1,  1995. 

• MEPP  Fund  investments  are  managed  by 
the  Investment  Management  Division 
(IMD)  of  Alberta  Treasury.  The  MEPP 
Fund  has  a diversified  investment 
portfolio  of  bonds,  domestic  and  foreign 
equities,  money  market  securities, 
mortgages  and  real  estate. 

• The  net  assets  of  the  Fund  available  for 
benefits  exceeded  $886  million  as  at 
December  31,  1995. 


Reader  Survey  - 

1995  MEPP  Annual  Report 


The  Management  Employees  Pension  Board  is  pleased  to  provide 
a Reader  Survey  with  the  1995  Annual  Report. 

Your  opinion  is  important  to  us.  By  completing  this  survey  you  will  help  the 
Board  continue  to  improve  communications  with  members.  Please  do  not 
feel  limited  to  the  questions  provided  below.  All  comments  are  encouraged. 


1.  Please  rate  the  1995  Annual  Report  on 
the  following  basis: 

Poor  Fair  Good  Excellent 

a.  Easy  to  read  © ® ® ® 

b.  Appearance  © © ® @ 

c.  Charts  and  Tables  © © (D  © 

d.  Length  of  the  Report  © © (D  © 


2.  Please  rate  the  information  provided  in 
the  Report  under  the  following  areas: 


a.  Message  from 
the  Chair 

b.  Investment  Highlights 

c.  Administration 
Highlights 

d.  Financial 
Statements 

e.  Glossary  of 
Investment  Terms 


Poor  Fair  Good  Excellent 

© © © © 

© © © © 

© © © © 

© © © © 

© © © © 


3. 


Which  statement  best  describes  the  way 
you  reviewed  the  Report: 


a.  Read  from  cover  to  cover 

b.  Concentrated  on  the 
financial  information 

c.  Concentrated  on  the 
nonTinancial  information 


o 

o 

o 


4. 


In  what  format  would  you  like  to  receive 
future  Annual  Reports? 


a.  Annual  Report 

Yes 

No 

paper  format 

O 

o 

electronic  format 

o 

o 

b.  Annual  Report  Highlights  Brochure 

paper  format 

o 

o 

electronic  format 

o 

o 

5.  To  help  us  identify  our  readership, 
please  indicate  your  connection  to  the 
Management  Employees  Pension  Plan: 

Contributing  Member 
Pensioner 

Other  (please  specify) 


o 

o 

o 


6.  Do  you  have  any  further  comments  or 
suggestions  for  improving  future  Annual 
Reports? 


Optional  to  complete 


Name 

Organization. 
Phone 


Return  to:  Management  Employees  Pension  Board 

Manager  Communications 
3rd  Floor,  1061 1 - 98  Avenue 
Edmonton,  AB  T5K  2P7 

or 

Fax  to:  (403)  427-1621 


Digitized  by  the  Internet  Archive 
in  2017  with  funding  from 
University  of  Alberta  Libraries 


https://archive.org/details/annualreport1995albe_12 


Message  from 
the  Chair 


1 995  was  a challenging 

year  for  the  Board  of 
the  Management 
Employees  Pension 
Plan.  Many  important  decisions 
were  made  and  actions  taken  to 
improve  the  investment 
performance  of  the  Fund  and 
ensure  the  long-term  stability  of 
the  Plan.  New  strategies  and 
approaches  were  also  adopted  to 
improve  communication  and 
service  to  MEPP  members  and 
employers. 

Fund  Management 

The  Fund  is  professionally 
managed  by  the  Investment 
Management  Division  (IMD)  of 
Alberta  Treasury.  IMD  draws  on 
the  advice  of  some  of  the  biggest 
and  most  respected  firms  in  the 
investment  industry. 

In  terms  of  the  overall 
investment  performance  of  the 
Fund,  1995  proved  to  be  a very 
positive  year.  The  Fund  earned 
17.7%  in  a one^year  return, 
increasing  net  assets  by  $149.5 
million. 

A more  detailed  discussion 
of  the  performance  of  the  Fund 
appears  in  the  Investment 
Highlights  section  of  this  report. 


The  Board  formally  adopted 
an  investment  policy  in  1995. 
The  policy  identifies  the  broad 
objective  of  the  Fund  — to 
realize  the  optimum  rate  of 
return  within  the  investment 
constraints  set  by  the  Board. 

These  constraints  include 
the  types  of  investments  IMD 
can  make  on  behalf  of  the  Fund 
and  the  minimum  and  maximum 
amounts  of  each  class  in  the 
overall  investment  portfolio. 

During  1995,  the  Board 
authorized  IMD  to  maximize 
global  equity  and  domestic  real 
estate  investments  within  policy 
guidelines. 

Member  Services 

The  Board  focused  much  of 
its  attention  on  finding  new 
ways  to  improve  service  to  our 
members.  We  distributed  the 
1994  Annual  Report  Highlights. 
Numerous  publications  on  topics 
such  as  pension  coordination, 
pension  benefit  calculation  and 
combined  pensionable  service 
were  produced. 

We  also  initiated  mandatory 
Direct  Deposit  services  for 
pensioners. 


Communications 

Communication  with 
members  is  a priority  for  this 
Board.  We  designed  this  report  to 
be  easier  to  read  and  more 
graphically  informative.  We  have 
included  more  investment 
information,  as  well  as  a glossary 
explaining  commonly  used 
investment  terms. 

We  are  also  exploring  new 
electronic  methods  of  distributing 
information  to  you  such  as  the 
Internet. 

Plan 

Administration 

Alberta  Pensions 
Administration  Corporation 
(APA)  became  a provincial 
corporation  during  1995  with  a 
new  President  and  Chief 
Executive  Officer,  Robert  Kallir. 
APA  continues  to  offer 
professional  administrative 
services  at  very  competitive  costs. 


New  strategies  and 
approaches  were  adopted  to 
improve  communication  and 
service  to  members  and 
employers. 


New  Board 
Executive 

1 995  was  a year  of  change 
for  the  Board  itself. 

Peggy  Hartman  was  unable 
to  complete  her  term  as  Board 
Chair.  I was  appointed  interim 
Chair  in  June  1995  to  complete 
her  term. 

On  behalf  of  the  Board,  I 
wish  to  thank  Peggy  for  her 
service  as  Chair  and  her 
commitment  to  remain  as  an 
employee  nominee. 

Government  nominee 
Lowell  Becker  and  employee 
nominee  Kelly  Nolan-McLean 
left  the  Board  in  1995.  We  wish 
them  much  success  in  their 
future  endeavours. 

In  their  place,  we  welcome 
employee  nominee  Richard 
Masson  and  government 
nominee  Dianne  Keefe. 


There  are  many  challenges 
ahead  in  1996. 

Under  provincial  regulations 
that  govern  public  sector  pension 
plans,  our  Board  is  required  to 
elect  a new  Chair  and  Vice- 
Chair  every  two  years.  To  meet 
this  commitment,  the  Board  will 
hold  elections  in  the  spring  of 
1996. 


On  behalf  of  the  Board,  I 
would  like  to  thank  the 
Provincial  Treasurer,  the  staff  of 
Alberta  Pensions  Administration 
Corporation  and  the  Investment 
Management  Division  of  Alberta 
Treasury  for  their  assistance  in 
managing  the  Management 
Employees  Pension  Plan  in  1995. 


Throughout  1996,  the  Board 

will: 

• strive  to  improve 
communications  with  both 
employers  and  members 

• continue  to  monitor 
investment  policy  guidelines 
with  the  intention  of 
improving  investment 
performance 

• continue  to  use  the  services  of 
Alberta  Pensions 
Administration  Corporation 


Jack  Phelps 

Chair 

Management  Employees  Pension  Board 


Management  Employees 
Pension  Board 


Board  Responsibilities 


A Profile 

The  Management 

Employees  Pension 
Board  oversees  the 
management  of  the 
Plan.  The  Board  has  seven 
members,  including  three 
employee  nominees,  three 
government  nominees  and  one 
Public  Service  Commission 
nominee. 


The  Board  is  responsible  for 
setting  policy  guidelines  for  both 
the  investment  and  management 
of  the  Fund  and  the 
administration  of  the  Plan. 

The  Board  is  also  responsible 
for: 

• advising  and  consulting  with 
the  Provincial  Treasurer  on 
any  pension  matter  that  is  of 
interest  to  members  or 
pensioners 


• reviewing  administration 
decisions  and  ensuring  the 
Plan  is  effectively 
administered 

• consulting  with  the 
Provincial  Treasurer  for  an 
actuarial  valuation  of  the 
Plan  at  least  once  every 
three  years 


Members  of  the  Board  - 1995 


Employee 

Nominees 

Jack  Phelps,  Chair 

Peggy  Hartman 
Richard  Masson 

(Appointed  — November  1995) 


Government 

Nominees 

Laird  Willson,  Vice-Chair 

Robert  Algar 

Lowell  Becker 
(Resigned  — October  1995) 


Public  Service 
Commission  Nominee 

Deborah  Owram  (Non- voting) 


Kelly  Nolan-McLean 
(Resigned  — October  1995) 


Dianne  Keefe 

(Appointed  — November  1995) 


Investment  Highlights 


Fund  Management 

The  Management 

Employees  Pension 
Plan  Fund  is  managed 
by  the  Investment 
Management  Division  (IMD)  of 
Alberta  Treasury.  IMD  has 
managed  the  pension  assets  of 
public  sector  plans  since  their 
inception. 

IMD  has  the  capability  to 
invest  directly  in  major  domestic 
markets  and,  through  specialist 
external  managers,  in  non- 
Canadian  markets. 

IMD  makes  extensive  use  of 
external  managers  to  provide 
input  into  the  Fund’s  overall 
investment  strategy.  IMD 
manages  approximately 
$25  billion  in  assets  and,  as  a 
result,  is  able  to  invest  at 
competitive  costs  relative  to 
other  pension  funds. 

The  Plan’s  investment  Fund 
is  managed  to  earn  the  best 
possible  return  at  an  acceptable 
level  of  risk  (as  recommended  by 
the  Board).  Achieving 
competitive  returns  has  an 
important  role  in  ensuring 
contribution  rates  for  current 
service  remain  stable,  the 
unfunded  liability  is  eliminated 
in  a timely  manner  and  funds  are 
available  to  pay  retirement 
benefits. 


Investment  Policies 
and  Constraints 

The  Fund’s  investment 
policies,  set  out  in  the  Statement 
of  Investment  Policies  and  Goals, 
are  reviewed  annually  by  the 
Board. 

The  investment  policy 
provides  the  framework  for  asset 
mix  policy,  as  well  as  the  policies 
and  constraints  for  each  class  of 
investment. 

For  example: 

• quality  constraints  have  been 
established  for  fixed  income 
instruments 

• borrowing  or  leveraging  is 
prohibited  with  the  exception 
of  a pre-existing  mortgage  on 
a real  estate  property 

• restrictions  are  in  place  on 
how  much  can  be  invested  in 
countries  designated  as 
“emerging  markets” 

• controls  are  in  place  with 
respect  to  the  use  of 
derivatives 

The  investment  process 
follows  a disciplined  approach 
where  the  outlook  for  the 
economy  and  capital  markets  is 
established.  The  Fund  is  invested 
in  a number  of  different  asset 
classes  to  reduce  risk  through 
diversification. 

The  investment  policy 
approved  by  the  Board  imposes 
ranges  on  the  different  asset 
classes  to  establish  the  risk 
profile  the  Board  is  willing  to 
accept. 


Investment  Policy  Ranges 
as  at  December  31,  1995 


1 

Min 

Max 

Fixed  Income 

% 

% 

Cash  & Short-term 

0 

20 

Long-term  Fixed  Income 

40 

60 

Total  Fixed  Income 

Holdings 

40 

60 

Equity 

Canadian 

20 

40 

Foreign 

10 

24 

Real  Estate 

0 

8 

Total  Equity  Holdings 

40 

60 

IMD  adjusts  the  relative 
asset  mix  to  take  advantage  of 
expected  market  conditions. 
Investment  strategies  are 
implemented  and  monitored  on 
a regular  basis. 

The  pie  chart  below  shows 
that  actual  investment  allocation 
stayed  within  the  guidelines  set 
by  Board  policy. 

Asset  Mix  at  Market 

(Total  $881.5  million) 


Cash  & 
Short-term 


Real  Foreign 

Estate  Equities  Mortgages 

2.1%  17.7%  1.9% 


For  a brief  description  of  each 
asset  class  and  its  1 995 
performance,  refer  to  the  following 
section  on  investment  performance. 


Investment 

Performance 

Reporting  and 
Measuring  Performance 

As  set  out  in  the  Board’s 
Statement  of  Investment  Policies 
and  Goals , the  Board  receives 
investment  performance  results 
quarterly  or  any  time  the 
investment  manager  makes  a 
significant  change  to  the 
portfolio’s  mix.  A comprehensive 
review  is  undertaken  at  least 
annually. 

It  is  expected  the  Fund  will 
earn  at  least  a 4%  annualized 
real  rate  of  return  over  rolling 
four-year  periods. 

A benchmark  portfolio 
based  on  the  individual  indices 
and  the  Fund’s  long-term  asset 
mix  is  used  to  measure  the  total 
Fund’s  performance. 

The  various  classes  of 
investments  in  the  Fund  are 
measured  against  established 
market  benchmarks.  These 
comparisons  are  made  over 
periods  of  one,  four  and  eight 
years  to  evaluate  the  Fund’s 
performance  over  the  short-  and 
long-term.  Financial  consultant 
SEI  Canada  Limited  also 
provides  advice  and  independent 
reports  to  IMD  on  Fund 
performance. 

1995  Fund  Performance 

Market  conditions  were 
favourable  in  1995  as  capital 
markets  rebounded  from  their 
poor  performance  in  1994. 

The  bond  market,  measured 
by  the  ScotiaMcLeod  Bond 


Universe  Index,  recorded  a total 
return  of  20.7%  for  the  year.  The 
equity  markets  also  enjoyed  a 
strong  year.  The  TSE  300  Index 
returned  a total  of  14-5%. 

Outside  Canada,  the  U.S.  had 
the  strongest  equity  market  with 
the  total  return  of  33.9%  on  the 
S&P  500  Index. 

These  strong  markets 
resulted  in  a one-year  return  of 
17.7%  for  the  total  Fund,  slightly 
exceeding  the  policy  benchmark 
return  of  17.3%.  The  various 
asset  classes  of  the  Fund  also 
performed  close  to  the 
established  benchmarks  in  1995. 

As  a result  of  this,  the  Plan’s 
investment  Fund  increased  from 


$727.8  million  at  the  end  of 
1994  to  $881.5  million  by  the 
end  of  1995. 

Since  the  inception  of  the 
Board  in  1993,  the  Fund  has  had 
a compound  annualized  return  of 
8.5%  — slightly  above  the  policy 
benchmark  return  of  8.3%.  Prior 
to  1993,  the  focus  was  on 
relative  performance.  Over  the 
last  eight-year  period,  the  Fund 
has  done  well  against  the 
benchmark  and  SEI  median.  On 
a four-year  basis,  overall  Fund 
performance  lagged  behind  the 
SEI  median  largely  due  to  poor 
relative  performance  in  1993. 


Asset  Class  Performance  Relative  to  Benchmarks 


Asset  Class  and  Benchmark 

1995 

4-year 

8-year 

Long-term  Fixed  Income 

% 

% 

% 

Bonds 

20.8 

11.0 

11.9 

Mortgages 

17.3 

8.5 

10.9 

Private  Debt 

18.5 

8.2 

10.2 

Real  Return  Bonds 

16.4 

- 

- 

Total  Long-term  Fixed  Income 

20.4 

10.7 

11.8 

ScotiaMcLeod  Bond  Universe  Index 

20.7 

10.6 

11.8 

Canadian  Equity 

Publicly  Traded 

17.1 

10.4 

9.1 

Private  Equity 

23.8 

0.2 

-0.5 

TSE  300  Index 

14.5 

10.6 

8.5 

Foreign  Equity 

U.S.  Equity 

31.9 

15.3 

14.5 

Non-North  American  Equity 

8.4 

14.0 

- 

Total  Foreign  Equity 

17.0 

14.8 

- 

Morgan  Stanley  World  Index 

17.4 

14.8 

- 

Short-term 

6.7 

6.6 

9.0 

ScotiaMcLeod  91  -Day  T-Bill  Index 

7.6 

6.4 

8.8 

Real  Estate 

7.8 

-2.7 

3.7 

Frank  Russell  Commercial  Property  Index 

5.1 

-1.4 

3.8 

Total  Fund  Return 

17.7 

10.5 

11.1 

Policy  Benchmark  Portfolio 

17.3 

10.8 

10.3 

SEI  Median  Balanced  Fund  Managers 

17.4 

11.1 

11.1 

Consumer  Price  Index  (CPI) 

1.7 

1.4 

3.0 

Investment  Highlights 


Individual  Asset 
Class  Performance 

Long-term  Fixed 
Income  Component 

Overall,  the  long-term  fixed 
income  component  has  tracked 
slightly  lower  than  the 
ScotiaMcLeod  Bond  Universe 
Index. 

This  component  is  largely 
invested  in  publicly  traded  fixed 
income  securities  including 
federal  government,  provincial 
and  corporate  bonds. 

Fixed  income  securities  are 
purchased  primarily  for  their 
income  but  are  also  actively 
managed  to  take  advantage  of 
changes  in  interest  rates  and 
adjustments  in  the  spreads 
between  issues  of  different 
quality. 

Due  to  its  size  and  the 
dominance  of  federal  issues,  the 
portfolio  has  a large  component 
of  federal  securities.  The  publicly 
traded  bond  portion  has  added 
value  relative  to  the 
ScotiaMcLeod  Bond  Universe 
Index  over  one-,  four-  and  eight- 
year  periods.  The  fixed  income 
component  also  includes 
mortgages  and  privately  issued 
bonds. 


Summary  of  Bond  Holdings 

(Total  $358.1  million) 


Other  Guaranteed  Municipal  Corporate 
0.2%  7.8%  1.5%  13.1% 

These  securities  have  been 
included  in  the  portfolio  with 
the  intention  of  realizing 
additional  yield  relative  to 
publicly  issued  securities.  They 
have,  however,  been  held  close 
to  the  lower  end  of  the  policy 
ranges  reflecting  the  limited 
supply.  Mortgages  and  privately 
issued  bonds  typically  have  a 
shorter  term  than  securities 
available  through  the  public 
market. 

In  periods  of  declining 
interest  rates,  they  do  not 
generate  as  much  capital 
appreciation  as  publicly  traded 
bonds  and  have  thus  lagged 
behind  the  ScotiaMcLeod  Bond 
Universe  Index  benchmark. 

Real  return  bonds  have  also 
lagged  behind  the  benchmark. 
These  offer  a return  that  is 
linked  to  inflation. 


Given  that  pensions  are 
partially  indexed  to  inflation,  it 
makes  sense  to  hold  these 
securities  over  the  long-term. 
However,  in  periods  of  low 
inflation,  the  return  on  this 
investment  has  been  less  than 
the  return  achieved  by  non- 
indexed  bonds  that  have  higher 
real  yields. 

Canadian  Equity 
Component 

The  Canadian  public  equity 
component  has  added  value  over 
the  eight-year  period  relative  to 
the  TSE  300  Index.  This 
component  is  invested  in 
publicly  traded  securities  listed 
on  major  exchanges,  with  an 
emphasis  in  the  portfolio  on 
quality  and  diversification. 

While  the  Fund  has  tended 
to  underperform  during  strong 
markets,  it  has  tended  to  perform 
better  relative  to  the  index  in 
weaker  markets. 

Given  the  size  of  the  Fund,  a 
significant  portion  of  this 
component  is  invested  in  large 
well  established  companies. 


Industry  Breakdown 
of  Canadian  Equity 


Products 
1 8.0% 


Passive 

3.0% 


Consumer 

12.0% 


Energy 
1 3.4% 


This  component  outper- 
formed  the  index  in  1995,  as  it 
also  did  in  1994-  A small  portion 
of  the  Canadian  equity 
component  is  directed  to  private 
equity.  The  private  portfolio  has 
been  invested  in  new  emerging 
enterprises,  often  in  partnership 
with  other  major  pension  fund 
investors.  While  investment 
performance  in  this  area  has 
lagged  in  the  past,  1995  saw 
some  dramatic  gains. 

As  the  portfolio  matures, 
these  assets  are  expected  to 
provide  significant  gains  over  the 
TSE  300  Index. 

Foreign  Equity 
Component 

The  foreign  equity 
component  returned  17.0%  in 
1995,  less  than  17.4%  for  the 
Morgan  Stanley  World  Index. 

The  four-year  performance 
matched  the  index. 

The  foreign  component  is 
broadly  divided  between  the 
U.S.  and  non-North  American 
markets.  Extensive  use  of 
external  managers  is  made  in 
this  component  to  take 
advantage  of  their  expertise  in 
these  markets.  The  foreign 
equity  component  is  invested  in 
listed  securities  on  non- 
Canadian  exchanges. 


Distribution  of 
Non-Canadian  Equity 


The  performance  of  external 
managers  is  currently  under 
review  with  special  attention 
being  given  to  improving  returns 
from  this  segment  of  the  Fund. 

To  take  advantage  of 
economic  growth  opportunities 
throughout  the  world  and  to 
further  enhance  Fund 
diversification,  the  foreign 
component  of  the  Fund  has  been 
maximized.  Normally,  this 
component  is  limited  to  20%  of 
book  value  under  the  Income  Tax 
Act. 

To  increase  actual  foreign 
equity  exposure  without 
exceeding  the  20%  limit,  the 
return  on  Canadian  fixed 
income  assets  are  swapped  with 
other  international  investors  to 
obtain  the  return  on  foreign 
equity  markets.  The  ownership 


of  the  underlying  investment 
remains  with  the  original  parties 
and  therefore  the  foreign 
content  of  the  portfolio  does  not 
change. 

Canada  accounts  for  roughly 
3%  of  the  total  world  equity 
market.  In  addition,  the 
Canadian  equity  market  is 
heavily  skewed  towards  natural 
resource  industries.  This  balance 
between  foreign  and  domestic 
investment  has  a positive  effect 
on  the  total  Fund  performance. 

Cash  and  Short-term 
Component 

The  four-year  and  eight-year 
performance  of  the  cash  and 
short-term  component  of  the 
Fund  has  performed  at  6.6%  and 
9.0%  respectively,  running 
slightly  ahead  of  the  6.4%  and 
8.8%  policy  benchmarks. 

This  component  is  in  high 
quality,  short-term  investments. 
This  helps  maintain  a reasonable 
level  of  liquidity  in  the  Fund. 


The  Canadian  public  equity 
component  has  added  value 
over  the  eight-year  period 
relative  to  the  TSE  300  Index. 


Investment  Highlights 


Real  Estate  Component 

The  real  estate  component  is 
invested  in  well  leased 
commercial  and  industrial 
properties  in  major  urban 
Canadian  markets. 


Real  estate  can  contribute  to 
the  overall  return  of  the  Fund 
through  enhanced  diversification 
and  as  a hedge  against  inflation. 

However,  real  estate  has 
detracted  from  the  overall  return 
of  the  Fund,  reflecting  weak 


Top  10  Canadian  Equity  Holdings 


Company 

Market  Value 
($  millions) 

% of  Canadian 
Portfolio 

BCE 

8.7 

4.3 

Seagrams 

7.6 

3.8 

Royal  Bank 

6.9 

3.4 

Canadian  Imperial  Bank  of  Commerce 

6.6 

3.3 

Toronto  Dominion 

6.3 

3.1 

Bank  of  Montreal 

6.0 

3.0 

Canadian  Pacific 

5.5 

2.8 

Alcan 

5.5 

2.7 

Bre-X  Minerals  Ltd. 

5.3 

2.7 

Bank  of  Nova  Scotia 

5.0 

2.5 

Top  10  U.S.  Pooled  Equity  Holdings 


Company 

Market  Value 
($  millions) 

% of 

Pool 

Healthcare  Compare  Corp. 

43.5 

4.4 

Federal  National  Mortgage  Assoc. 

33.2 

3.3 

Intel  Corporation 

26.1 

2.6 

General  Electric  Co. 

22.1 

2.2 

Schlumberger  Ltd. 

19.6 

2.0 

Anixter  International  Inc. 

19.1 

1.9 

Walt  Disney  Co. 

17.0 

1.7 

US  Robotics 

15.0 

1.5 

Mirage  Resorts  Ltd. 

13.8 

1.4 

IBM 

13.3 

1.3 

Top  10  Non-North  American  Pooled  Equity  Holdings 


Company 

Market  Value 
($  millions) 

%of 

Pool 

Tokyo  Electron 

18.6 

1.1 

Kyocera  Corporation 

16.1 

0.9 

Sony  Corporation 

19.9 

0.9 

Rohm  Company 

13.7 

0.8 

Hitachi 

13.3 

0.8 

ING  Groep  NV 

12.4 

0.7 

SECOM  Company 

12.3 

0.7 

Development  Bank  Singapore 

11.9 

0.7 

Murata  MFG  Company 

11.9 

0.7 

Roche  Hldgs  AG 

11.8 

0.7 

market  conditions  over  the  last 
five  years. 

Recent  performance  suggests 
that  market  conditions  may  be 
improving  as  property  valuations 
did  not  decline  in  1995  for  the 
first  time  in  five  years.  The 
performance  of  the  real  estate 
component  has  remained  in  line 
with  the  benchmark  over  the 
eight-year  period. 

Challenges  for  1996 

In  1996,  IMD  will  continue  to 
develop  and  assess  new  strategies 
and  products  for  enhancing  Fund 
performance,  including  building 
on  strategies  developed  in  1995  to 
better  manage  the  Fund’s  foreign 
equity  exposure. 

A review  of  the  performance 
of  the  external  managers  will  be 
completed  in  1996  and  will 
provide  an  opportunity  to  look  for 
alternative  approaches  to  meeting 
the  investment  objectives  of  the 
Board. 


S.J.  Susinski 

Chief  Investment  Officer 
Investment  Management  Division 
Alberta  Treasury 


Administration  Highlights 


The  Management 

Employees  Pension 
Plan  is  administered 
by  Alberta  Pensions 
Administration  Corporation 
(APA).  APA  is  one  of  the  largest 
public  sector  pension  plan 
administrators  in  Canada.  It  has 
played  a major  role  in  pension 
administration  in  Alberta  for 
more  than  40  years. 

APA  currently  administers 
eight  statutory  pension  plans 
under  the  direction  of  five 
pension  boards  and  the 
provincial  government.  Formerly 
a division  of  Alberta  Treasury, 
APA  became  a provincial 
corporation  on  November  1, 
1995.  It  is  now  guided  by  a 
Board  of  Directors,  which 
includes  representatives  of 
business,  pension  boards  and 
government. 

APA  has  embarked  on  a 
new  course  in  its  transition  from 
a government  division  to  a 
private  corporation.  Throughout 
this  transition,  APA  will  foster 
an  atmosphere  of  growth, 
teamwork  and,  above  all, 
excellence  in  customer  service 
and  service  delivery. 


APA 

Accomplishments 

— 1995 

Business  Plan 

In  1995,  APA  developed  a 
three 'year  business  plan,  which 
reflects  a philosophy  of  cost- 
effective  customer  service.  The 
plan  outlines  performance 
standards  on  a three -year 
schedule  to  evaluate  and 
improve  our  services  wherever 
possible.  APA  monitors  its 
performance  standards  on  a 
continual  basis.  By  the  end  of 
1995,  APA  had  achieved  the 
1997  targets  in  almost  all  areas. 

Business  Process 
Re-engineering  Study 

APA  focused  much  of  its 
attention  in  1995  on  finding 
new  ways  to  improve  service  and 
communication  to  MEPP 
members.  As  a key  component 
in  the  delivery  of  improved 
service,  APA  completed  the 
Business  Process  Re-engineering 
(BPR)  Study.  The  study 
identified  the  processes  by  which 
large  volumes  of  complex, 
technical  information  are 


exchanged  between  APA, 
employers  and  members  and  how 
improvements  to  the  process 
could  be  implemented  through 
the  redesigning  of  APA’s 
computer  system. 

The  study  concluded  that  a 
new  system,  scheduled  to  be  fully 
operational  in  1998,  will  reduce 
administrative  costs  and  provide 
improved  information  services  to 
members  and  employers. 

Quantitative  Service 
Measurement  Survey 

APA  participated  in  a 
nationwide  survey  of  public 
sector  pension  administrators 
known  as  the  Quantitative 
Service  Measurement  (QSM) 
Survey. 

This  survey  measures  and 
compares  the  cost  and  response 
times  to  deliver  administrative 
services  and  compares  the 
information  with  that  of  the 
other  participants. 

By  participating  in  QSM, 
APA  has  been  able  to  establish 
comparative  performance 
benchmarks  for  the  services  it 
delivers. 

The  results  of  the  most 
recent  QSM  survey  show  APA’s 
costs  as  the  least  expensive  for  a 
pension  administrator  of  its  size. 


The  Management  Employees 
Pension  Plan  is  administered 
by  Alberta  Pensions 
Administration  Corporation. 


Administration  Highlights 


Employer 

Satisfaction  Survey 

APA  developed  and 
distributed  an  Employer 
Satisfaction  Survey.  Results 
showed  that,  although  employers 
were  generally  satisfied  with 
APA’s  service,  they  wanted  more 
informative  member  annual 
statements,  faster  service  delivery 
and  improved  access  to  member 
files.  APA  is  responding  to  these 
requests  through  the  initiatives 
identified  in  its  three-year 
business  plan. 

Challenges  for 

1996 

To  meet  the  needs  of  MEPP 
members  and  employers,  and  to 
meet  the  goals  set  in  its  Business 
Plan,  APA  developed  a Strategic 
Plan  for  1996. 


The  plan  has  identified 
many  of  the  challenges  and 
opportunities  that  lie  ahead  for 
APA. 

• Program  areas  will  be 
restructured  to  streamline 
APA’s  administrative 
services  and  product 
delivery. 

• The  first  phase  of  BPR  will 
be  implemented  in  1996, 
which  includes  finalizing  the 
redesign  of  APA’s  business 
processes  and  beginning  the 
construction  of  the  new 
computer  system. 

• APA  Communications  will 
assess  the  communication 
needs  of  the  Board,  its 
employers,  members  and 
pensioners  and  examine  new 
communication  tools  and 
delivery  methods  to  meet 
those  needs. 


APA  will  continue  to 
provide  cost-effective,  high 
quality  administrative  services  to 
employers,  members,  pensioners 
and  the  Management  Employees 
Pension  Board. 


Robert  Kallir 

President  and 
Chief  Executive  Officer 
Alberta  Pensions 
Administration  Corporation 


Actuarial  Cost  Certificate 


The  most  recent 
valuation  of  the 
Management 
Employees  Pension 
Plan  was  conducted  as  at 
December  31,  1994  for  the 
purpose  of  providing  the 
Management  Employees  Pension 
Board  and  the  Alberta 
Government  with  necessary 
information  for  reporting 
pension  obligations  in  the 
financial  statements  of  the 
Government  of  Alberta  and 
participating  employers. 

This  actuarial  valuation  of 
the  Plan  was  conducted  using 
membership  data  and  financial 
information  supplied  by  Alberta 
Pensions  Administration. 

Various  tests  were  performed 
on  the  data  to  ensure  validity 
and  reasonableness  of  results  as 
well  as  to  perform  a recon' 
ciliation  of  results  since  the 
previous  valuation  as  at 
December  31,  1991. 

In  our  opinion,  the  data  is 
sufficient  and  reliable  for  the 
purpose  of  the  actuarial 
valuation. 

The  actuarial  cost  method 
utilized  in  the  valuation  was  the 
Projected  Unit  Credit  Actuarial 
Cost  Method. 

The  asset  valuation 
method  adopted  was  a market' 
related  value  of  assets  as  at 
December  31,  1994  whereby  the 


market  value  of  assets  was 
adjusted  by  an  asset  fluctuation 
reserve  in  order  to  smooth  out 
market  volatility  at  the  valuation 
date.  This  market'related  value 
was  calculated  and  provided  by 
Alberta  Pensions 
Administration.  We  have  relied 
on  this  calculation.  In  our 
opinion,  the  methods  employed 
are  appropriate  for  the  purpose  of 
the  valuation. 

The  assumptions  are 
management’s  best  estimate 
assumptions.  In  our  opinion, 
these  assumptions  are,  in 
aggregate,  reasonable  for  the 
purpose  of  the  valuation. 
Nonetheless,  emerging 
experience  may  differ  from  the 
assumptions  and  the  resulting 
gains  or  losses  will  be  revealed  in 
future  valuations. 

The  results  of  the  actuarial 
valuation  disclosed  total 
actuarial  liabilities,  net  of  the 
present  value  of  prior  service 
payments  due,  of  $876.8  million 
in  respect  of  benefits  accrued  for 
service  prior  to  December  3 1 , 
1994.  The  split  of  liabilities  for 
pre-  and  post'January  1,  1992 
service,  net  of  the  present  value 
of  prior  service  payments  due, 
revealed  a pre- 1992  actuarial 
liability  of  $752.6  million  and  a 
post' 1991  actuarial  liability  of 
$124.2  million. 


In  our  opinion: 

• the  data  upon  which  this 
valuation  is  based  is 
sufficient  and  reliable; 

• the  methods  employed  are 
appropriate  for  the  purpose 
of  the  valuation;  and 

• this  valuation  conforms  with 
the  requirements  of  the 
Canadian  Institute  of 
Chartered  Accountants 
regarding  accounting  for 
public  sector  pension  plans. 

This  report  has  been 
prepared  and  the  opinions 
contained  herein  are  given  in 
accordance  with  accepted 
actuarial  practice. 


James  A.  Giesinger,  F.S.A.,  F.C.I.A. 


Brenda  Prysko,  F.S.A.,  F.C.I.A. 


Edmonton,  Alberta 
May  1995 


Management's  Responsibility 
for  Financial  Reporting 


The  financial 

statements  and 
information  in  the 
Annual  Report  are 
the  responsibility  of  the 
Provincial  Treasurer  and  Alberta 
Pensions  Administration 
Corporation  and  have  been 
approved  by  management  and 
the  Board. 

The  financial  statements 
have  been  prepared  in 
conformity  with  generally 
accepted  Canadian  accounting 
principles  and,  of  necessity, 
include  some  amounts  that  are 
based  on  estimates  and 
judgments. 


Financial  information 
presented  in  the  Annual  Report 
that  relates  to  the  operations  and 
financial  position  of  the 
Management  Employees  Pension 
Plan  is  consistent  with  that  in 
the  financial  statements. 

To  discharge  their 
responsibility  for  the  integrity 
and  objectivity  of  financial 
reporting,  both  the  Provincial 
Treasurer,  acting  in  the  capacity 
of  investment  manager,  and 
Alberta  Pensions  Administration 
Corporation,  acting  in  the 
capacity  of  pension 
administrator,  maintain  a system 
of  internal  accounting  controls 
comprising  written  policies, 
standards  and  procedures  and  a 
formal  authorization  structure. 


These  systems  are  designed 
to  provide  management  with 
reasonable  assurance  that 
transactions  are  properly 
authorized,  reliable  financial 
records  are  maintained  and  assets 
are  adequately  accounted  for  and 
safeguarded. 

The  Auditor  General  of 
Alberta,  the  Plan’s  external 
auditor,  provides  an  independent 
audit  of  operations,  investments 
and  financial  statements.  His 
examination  is  conducted  in 
accordance  with  generally 
accepted  auditing  standards  and 
includes  tests  and  other 
procedures  which  allow  him  to 
report  on  the  fairness  of  the 
financial  statements  prepared  by 
management. 


Auditor's  Report 


To  the  Provincial  Treasurer 


I have  audited  the  statement  of  accrued  pension  benefits  and  net  assets  available  for  benefits  of  the 
Management  Employees  Pension  Plan  as  at  December  31,  1995  and  the  statement  of  changes  in  net  assets 
available  for  benefits  and  the  statement  of  changes  in  accrued  pension  benefits  and  changes  in  deficiency  for 
the  year  then  ended.  These  financial  statements  are  the  responsibility  of  the  Plan’s  management.  My 
responsibility  is  to  express  an  opinion  on  these  financial  statements  based  on  my  audit. 

I conducted  my  audit  in  accordance  with  generally  accepted  auditing  standards.  Those  standards  require 
that  I plan  and  perform  an  audit  to  obtain  reasonable  assurance  whether  the  financial  statements  are  free  of 
material  misstatement.  An  audit  includes  examining,  on  a test  basis,  evidence  supporting  the  amounts  and 
disclosures  in  the  financial  statements.  An  audit  also  includes  assessing  the  accounting  principles  used  and 
significant  estimates  made  by  management,  as  well  as  evaluating  the  overall  financial  statement  presentation. 

In  my  opinion,  these  financial  statements  present  fairly,  in  all  material  respects,  the  financial  position  of 
the  Plan  as  at  December  31,  1995  and  the  results  of  its  operations  and  the  changes  in  its  financial  position 
for  the  year  then  ended  in  accordance  with  generally  accepted  accounting  principles. 


Edmonton,  Alberta 
May  24,  1996 


\J<zbiuJtuuL 


FCA 

Auditor  General 


FINANCIAL  STATEMENTS 

STATEMENT  OF  ACCRUED  PENSION  BENEFITS 
AND  NET  ASSETS  AVAILABLE  FOR  BENEFITS 


As  at  December  31,  1995 
($  thousands) 


1995 

1994 

Accrued  Pension  Benefits 

Actuarial  value  of  accrued  pension  benefits  (Note  10) 

$ 960,753 

$ 876,753 

Net  Assets  Available  for  Benefits 

Assets 

Investments  (Note  3)  (Schedule  A) 

Receivable  from  sale  of  investments  and 

881,546 

727,771 

accrued  investment  income 

10,138 

6,723 

Contributions  receivable  (Note  6) 

608 

3,092 

Receivable  from  Province  of  Alberta 

- 

2,675 

892,292 

740,261 

Liabilities 

Accounts  payable  (Note  7) 

6,058 

3,496 

Net  assets  available  for  benefits 

886,234 

736,765 

Actuarial  asset  value  adjustment  (Note  11) 

(42,097) 

17,827 

Actuarial  value  of  net  assets  available  for  benefits 

844,137 

754,592 

Excess  of  actuarial  value  of  accrued  pension  benefits 
over  net  assets  (Note  10) 

$ 116,616 

$ 122,161 

^ 

See  accompanying  notes  and  schedule. 


FINANCIAL  STATEMENTS 

STATEMENT  OF  CHANGES  IN  NET  ASSETS 
AVAILABLE  FOR  BENEFITS 

For  the  Year  Ended  December  31,  1995 
($  thousands) 


1995 

1994 

Increase  in  assets 

Investment  income  (loss)  (Note  8) 

$ 131,353 

$ (3,501) 

Interest  on  Province  of  Alberta  receivable 

167 

224 

Contributions 

Current  and  past  service 

Employers 

16,810 

20,188 

Employees 

13,840 

14,076 

Unfunded  liability 

Employers 

5,148 

2,362 

Employees 

1,186 

701 

Transfers  from  other  plans 

753 

3,598 

37,737 

40,925 

Total  increase  in  assets 

169,257 

37,648 

Decrease  in  assets 

Benefits 

16,327 

12,120 

Refunds  to  members 

1,968 

1,814 

Transfers  to  other  plans 

952 

618 

Administration  expenses  (Note  9) 

541 

403 

Total  decrease  in  assets 

19,788 

14,955 

Change  in  net  assets  for  the  year 

149,469 

22,693 

Net  assets  available  for  benefits  at  beginning  of  year 

736,765 

714,072 

Net  assets  available  for  benefits  at  end  of  year 
^ — — 

$ 886,234 

$ 736,765 

See  accompanying  notes  and  schedule. 


FINANCIAL  STATEMENTS 

STATEMENT  OF  CHANGES  IN 
ACCRUED  PENSION  BENEFITS 


For  the  Year  Ended  December  31,  1995 
($  thousands) 


Year  ended  December  31,  1995 

Three  years 
ended 

December  31, 
1994 

Pre-1992  Post-1991  Total 

Total 

Increase  in  accrued  pension  benefits 

Interest  accrued  on  benefits 

$ 60,000 

$ 13,000 

$ 73,000 

$ 212,384 

Benefits  earned 

- 

30,000 

30,000 

120,223 

Increase  in  accrued  pension  benefits 

60,000 

43,000 

103,000 

332,607 

Decrease  in  accrued  pension  benefits 

Net  benefits  paid 

17,000 

2,000 

19,000 

10,712 

Net  experience  gains 

- 

- 

- 

59,005 

Changes  in  actuarial  assumptions 

- 

- 

- 

61,810 

Present  value  of  prior  service  payments  due 

- 

- 

- 

4,449 

Deferral  of  tax  allowance  indexing 

- 

- 

- 

1,407 

Decrease  in  accrued  pension  benefits 

17,000 

2,000 

19,000 

137,383 

Net  increase  in  accrued 

pension  benefits 

43,000 

41,000 

84,000 

195,224 

Accrued  pension  benefits, 

beginning  of  period 

752,571 

124,182 

876,753 

681,529 

Accrued  pension  benefits, 

end  of  period  (Note  10) 

► ; 

$ 795,571 

$ 165,182 

$ 960,753 

$ 876,753 

An  actuarial  valuation  of  the  Plan  was  carried  out  as  at  December  31,  1994  by  William  M.  Mercer  Limited 
and  was  then  extrapolated  to  December  31,  1995.  Details  relating  to  decreases  in  accrued  pension  benefits, 
other  than  benefits  paid,  are  only  determined  when  an  actuarial  valuation  is  performed. 


See  accompanying  notes  and  schedule . 


FINANCIAL  STATEMENTS 

STATEMENT  OF  CHANGES 
IN  DEFICIENCY 


For  the  Year  Ended  December  31,  1995 
($  thousands) 


Year  ended  December  31,  1995 

Three  Years 
Ended 

December  31, 

1994 

Pre-1992  Post-1991  Total 

Total 

Deficiency,  beginning  of  period 

$ 120,061 

$ 2,100 

$ 122,161 

$ 158,000 

Net  increase  in  net  assets  available 
for  benefits 

(98,024) 

(51,445) 

(149,469) 

(248,765) 

Net  increase  (decrease)  in  actuarial  asset 
value  adjustments 

49,256 

10,668 

59,924 

(17,827) 

Net  increase  in  accrued  pension  benefits 

43,000 

41,000 

84,000 

230,753 

Deficiency,  end  of  period 
^ 

$ 114,293 

$ 2,323 

$ 116,616 

$ 122,161 

See  accompanying  notes  and  schedule. 


NOTES  TO  THE  FINANCIAL  STATEMENTS 


December  31,  1995 


Note  1 Summary  Description  of  the  Plan 

The  following  description  of  the  Management  Employees  Pension  Plan  is  a summary  only. 
For  a complete  description  of  the  Plan,  reference  should  be  made  to  the  Public  Sector  Pension 
Plans  Act,  Chapter  P-30.7,  Statutes  of  Alberta  1993,  and  Alberta  Regulation  367/93. 

(a)  General 

The  Management  Employees  Pension  Plan  is  a contributory  defined  benefit  pension 
plan  for  eligible  management  employees  of  the  Province  of  Alberta  and  certain 
approved  provincial  agencies  and  public  bodies,  including  the  Metis  Settlements 
Transition  Commission.  Members  of  the  old  Public  Service  Management  Pension 
Plan  who  were  active  contributors  at  August  1,  1992  continue  as  members  of  this 
Plan. 

(b)  Funding 

Current  service  costs  are  funded  by  employer  and  employee  contributions  at  rates 
which  are  expected  to  provide  for  all  benefits  payable  under  the  Plan.  The  rates  in 
effect  at  December  31,  1995  are  8.0  percent  of  pensionable  salary  for  employers  and 
6.531  percent  for  employees.  The  rates  are  to  be  reviewed  at  least  once  every  three 
years  by  the  Provincial  Treasurer  based  on  recommendations  of  the  Plan’s  actuary. 
The  unfunded  liability  for  service  prior  to  January  1,  1992  as  determined  by 
actuarial  valuation  is  being  financed  by  additional  contributions  from  employers 
and  employees.  The  rates  are  set  on  the  basis  that  the  additional  contributions  will 
eliminate  the  unfunded  liability  on  or  before  December  31,  2043.  Transitional  rates 
in  effect,  based  on  the  pensionable  salary,  are  2.75  percent  for  employers  and  .594 
percent  for  employees.  These  rates  will  be  increased  on  August  1,  1996  to  .75 
percent  for  employees  and  such  percentage  for  employers  as  will  be  required  to 
eliminate  the  unfunded  liability  by  the  above  date. 

(c)  Retirement  Benefits 

The  Plan  provides  for  a pension  of  two  percent  of  the  highest  five  consecutive 
years’  average  salary  for  each  year  of  pensionable  service.  The  maximum 
pensionable  service  allowable  under  the  Plan  is  35  years. 

Members  are  entitled  to  an  unreduced  pension  on  service  before  1992  if  they  have 
attained  age  55  and  have  at  least  five  years  of  service. 

Members  are  entitled  to  an  unreduced  pension  on  service  after  1991  if  they  retire 
with  at  least  five  years  of  service  and  either  have  attained  age  60  or  have  attained 
age  55  and  the  sum  of  their  age  and  service  equals  80.  Pensions  on  service  after 
1991  are  reduced  if  the  member  is  less  than  age  60  and  the  80  factor  is  not  attained. 


Note  1 Summary  Description  of  the  Plan  (continued) 

(d)  Disability  Benefits 

Pensions  are  payable  to  members  who  become  totally  disabled  and  retire  early  with 
at  least  five  years  of  service.  Reduced  pensions  are  payable  to  members  who  become 
partially  disabled  and  retire  early  with  at  least  five  years  of  service. 

(e)  Death  Benefits 

Death  benefits  are  payable  on  the  death  of  a member.  If  the  member  has  at  least 
five  years’  service,  a surviving  spouse  may  choose  to  receive  a survivor  pension.  For 
a beneficiary  other  than  a spouse,  or  where  service  is  less  than  five  years,  a lump 
sum  payment  must  be  chosen. 

(f)  Termination  Benefits 

Members  who  terminate  with  less  than  five  years  of  service  receive  a refund  of  their 
own  contributions  plus  interest. 

Members  who  terminate  with  greater  than  five  years  of  service  and  are  not 
immediately  entitled  to  a pension  may  apply  for  a refund  or  a deferred  pension.  A 
refund  is  based  on  contributions  and  interest  in  relation  to  service  prior  to  1992  and 
commuted  value  for  service  after  1991.  Refunds  are  subject  to  the  Plan’s  lock-in 
provisions. 

(g)  Guarantee 

Payment  of  all  benefits  arising  from  service  before  1994  is  guaranteed  by  the 
Province  of  Alberta. 

(h)  Prior  Service  and  Transfers 

All  prior  service  purchases  are  to  be  made  on  a basis  that  is  cost  neutral  to  the  Plan. 
All  existing  reciprocal  agreements  were  terminated  in  1994-  New  reciprocal 
agreements  have  been  or  are  in  the  process  of  being  renegotiated  to  provide  that 
transferred- in  service  be  on  an  actuarial  reserve  basis  and  transfers  out  receive  the 
greater  of  the  termination  benefits  or  commuted  value  for  all  service. 

(i)  Cost-of -Living  Adjustments 

Pensions  payable  are  increased  each  year  by  an  amount  equal  to  at  least  60  percent 
of  the  increase  in  the  Alberta  Consumer  Price  Index. 

(j)  Income  Taxes 

The  Plan  is  a registered  pension  plan  as  defined  in  the  Income  Tax  Act  and  is  not 
subject  to  income  taxes.  The  Plan’s  registration  number  is  0570887. 
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Note  2 Summary  of  Significant  Accounting  Policies 
and  Reporting  Practices 

(a)  Basis  of  Presentation 

These  financial  statements  are  prepared  on  the  going  concern  basis  in  accordance 
with  generally  accepted  accounting  principles.  The  statements  provide  information 
about  the  net  assets  available  in  the  Plan  to  meet  future  benefit  payments  and  are 
prepared  to  assist  Plan  members  and  others  in  reviewing  the  activities  of  the  Plan 
for  the  year.  They  do  not  reflect  funding  requirements  of  the  Plan  or  the  benefit 
security  of  individual  participants. 

The  majority  of  Plan  investments  are  held  in  pooled  investment  funds  established 
and  administered  by  the  Provincial  Treasurer.  Pooled  investment  funds  have  a 
market  based  unit  value  that  is  used  to  allocate  income  to  participants  and  to  value 
purchases  and  sales  of  pool  units. 

Included  in  these  financial  statements  are  the  accounts  of  the  Plan  and  the  Plan’s 
proportionate  share  of  the  assets,  liabilities  and  net  income  of  the  following  pooled 
funds: 


% Ownership 
1995  1994 


Canadian  Dollar  Public  Debt  Pool 

6.9 

6.7 

External  Managers  Fund 

5.5 

5.6 

Global  Structured  Equity  Pooled  Fund 

6.5 

- 

Private  Debt  Pool 

6.2 

6.1 

Private  Equity  Pool 

7.8 

5.5 

Private  Mortgage  Pool 

4.5 

3.8 

Private  Real  Estate  Pool 

6.3 

6.3 

United  States  Pooled  Equities  Fund 

7.3 

6.5 

Note  2 Summary  of  Significant  Accounting  Policies 
and  Reporting  Practices  (continued) 


(b)  Valuation  of  Investments 

Investments  are  stated  at  fair  value.  The  methods  used  to  determine  fair  value  are 
explained  in  the  following  paragraphs. 

Short-term  securities,  public  fixed  interest  bonds,  foreign  equities  and  Canadian 
equities  are  valued  at  the  year-end  closing  sale  price,  or  the  average  of  the  latest  bid 
and  ask  prices  quoted  by  an  independent  securities  valuation  company. 

Private  fixed  interest  bonds  and  mortgages  are  valued  based  on  the  net  present 
value  of  future  cash  flows.  These  cash  flows  are  discounted  using  Government  of 
Canada  bond  rates  adjusted  for  a risk  premium  estimated  by  management. 

The  fair  value  of  private  equities  is  estimated  by  management. 

Real  estate  investments  are  reported  at  their  most  recent  appraised  value,  net  of  any 
liabilities  against  the  real  property.  Real  estate  properties  are  appraised  at  least  every 
three  years  by  qualified  external  real  estate  appraisers. 

Purchases  and  sales  of  investments  are  recorded  on  the  dates  traded. 

(c)  Actuarial  Value  of  Net  Assets  Available  for  Benefits 

The  actuarial  value  of  net  assets  available  for  benefits  is  determined  by  reference  to 
long-term  market  trends  consistent  with  assumptions  underlying  the  valuation  of 
accrued  pension  benefits.  The  adjustment  represents  the  difference  between  the 
actual  and  management’s  best  estimate  of  the  average  return  on  the  Plan’s  assets 
over  the  past  five  years.  Using  this  adjustment,  fair  value  remains  the  underlying 
basis  for  asset  valuation.  Fluctuations  were  averaged  over  a four-year  period  in  1994 
and  a three-year  period  in  1993. 

The  year-over-year  change  in  the  actuarial  asset  value  adjustment  is  reflected  in  the 
Statement  of  Changes  in  Deficiency. 

(d)  Income  Recognition 

Dividends  are  accrued  on  the  ex-dividend  date.  Income  from  other  investments  is 
accrued  as  earned.  Gains  or  losses  on  investments  are  recognized  concurrently  with 
changes  in  fair  value. 
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Note  2 Summary  of  Significant  Accounting  Policies 
and  Reporting  Practices  (continued) 

(e)  Foreign  Exchange 

Foreign  currency  transactions  are  translated  into  Canadian  dollars  using  average 
rates  of  exchange,  except  for  hedged  foreign  currency  transactions  which  are 
translated  at  rates  of  exchange  established  by  the  terms  of  the  forward  exchange 
contracts.  At  the  year’s  end,  the  fair  value  of  investments  and  any  other  assets  and 
liabilities  denominated  in  a foreign  currency  are  translated  at  the  year-end 
exchange  rate.  Exchange  differences  are  included  in  the  determination  of 
investment  income. 

(f)  Derivative  Financial  Instruments 

Income  and  expense  on  index  swaps  and  interest  rate  swaps  are  accrued  as  earned 
and  included  in  investment  income.  Gains  and  losses  on  forward  foreign  exchange 
contracts  are  recognized  concurrently  with  changes  in  fair  value. 

Note  3 Investments  (Schedule  A) 

Investments  are  summarized  as  follows: 


1995 

1994 

($  thousands)  % 

($  thousands)  % 

Cash  and  short-term  securities 

$ 120,803 

13.7 

$ 83,095 

11.4 

Bonds 

358,088 

40.6 

302,462 

41.6 

Mortgages 

16,683 

1.9 

14,392 

2.0 

Canadian  equities 

211,548 

24.0 

169,816 

23.3 

Foreign  equities 

156,325 

17.7 

139,823 

19.2 

Real  estate 

18,099 

2.1 

18,183 

2.5 

^ 

$881,546 

100.0 

$727,771 

100.0 

Real  estate  is  held  through  intermediate  companies  which  have  issued  common  shares  and 
participating  debentures  secured  by  a charge  on  real  estate.  The  rental  income  less  expenses 
and  other  adjustments  is  distributed  to  the  Plan  through  the  Private  Real  Estate  Pool. 


Note  3 Investments  (continued) 


Intermediate  companies  which  are  owned  20  percent  or  more  by  the  Private  Real  Estate 
Pool  are  as  follows: 


% Ownership 
1995  1994 


ARCA  Investments  Inc. 

100.0 

100.0 

ORION  Properties  Ltd. 

100.0 

100.0 

RT  10th  Pension  Properties  Ltd. 

100.0 

100.0 

RT  7th  Pension  Properties  Ltd. 

71.4 

71.4 

RT  Pension  Properties  Ltd. 

67.7 

67.7 

RT  8th  Pension  Properties  Ltd. 

33.3 

33.3 

629851  Ontario  Inc. 

27.9 

27.9 

Note  4 Pooled  Funds 

The  following  amounts  are  included  in  the  financial  statements  and  represent  the  Plan’s 
proportionate  share  of  the  assets,  liabilities  and  net  income  of  pooled  funds: 


1995  1994 

($  thousands) 


Assets 

Liabilities 

$ 619,318 

5,471 

$ 524,960 
3,276 

$ 613,847 

$521,684 

1995  1994 

($  thousands) 

Net  investment  income  (loss) 

$ 96,912 

$ (11,051) 
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Note  5 Derivative  Financial  Instruments 

(a)  Index  Swaps  and  Interest  Rate  Swaps 

Pooled  funds  use  index  swaps  and  interest  rate  swaps  to  enhance  the  return  on 
investments.  Index  swaps  and  interest  rate  swaps  are  contractual  agreements 
involving  the  exchange  of  a series  of  interest  payments  based  upon  a notional 
principal  amount  or  an  index. 

An  index  swap  results  in  the  exchange  of  interest  payments  based  on  a floating 
rate,  with  payments  based  on  a bond  or  equity  index.  An  interest  rate  swap  results 
in  the  exchange  of  interest  payments  based  on  a fixed  rate  with  payments  based  on 
a floating  rate,  or  vice  versa. 

A swap  agreement  based  upon  a notional  amount  involves  no  exchange  of  the 
underlying  principal.  The  notional  amount  or  the  index  serves  as  the  basis  for 
determining  the  exchange  of  interest  payments.  Notional  amounts  of  swaps  are  not 
recorded  on  the  statement  of  accrued  pension  benefits  and  net  assets  available  for 
benefits. 

(b)  Foreign  Currency  Risk  Management 

The  External  Managers  Fund  uses  forward  foreign  exchange  contracts  to  manage 
currency  exposure  in  connection  with  securities  purchased  in  foreign  currency. 
Foreign  exchange  contracts  are  contractual  agreements  to  exchange  specified 
currencies  at  an  agreed  upon  exchange  rate  and  on  an  agreed  settlement  date  in  the 
future.  Fair  values  of  contract  receivables  and  payables  have  been  offset  and  the  net 
amount  is  included  in  accrued  investment  income. 

(c)  Risk  Management 

Associated  with  swaps  and  forward  foreign  exchange  contracts  are  market  risks  and 
credit  risks  that  could  expose  the  Plan  to  potential  losses. 

Market  risk  relates  to  the  possibility  that  the  instruments  may  change  in  value  due 
to  future  fluctuations  in  market  prices.  Credit  risk  relates  to  the  possibility  that  a 
loss  may  occur  from  the  failure  of  another  party  to  perform  according  to  the  terms 
of  a contract. 

The  risks  are  reduced  as  all  swaps  and  forward  foreign  exchange  contracts  are 
supported  by  underlying  securities.  Credit  risk  is  further  minimized  as  management 
deals  only  with  the  most  credit  worthy  counterparties.  Credit  exposure  on  the 
derivative  portfolio  is  minimal. 


Note  5 Derivative  Financial  Instruments  (continued) 

(c)  Risk  Management  (continued) 

The  following  is  a summary  of  the  Plan’s  proportionate  share  of  the  notional 
principal  or  contractual  amounts  of  derivative  financial  instruments  held  or  issued 
by  pooled  funds  at  December  31,  1995. 


1995  1994 

($  thousands) 


Index  swaps 

Bonds 

Foreign  equities 

Interest  rate  swaps 

Forward  foreign  exchange  contracts 

Receivables 

Payables 

$ 25,735 
22,109 

12,402 

19,187 

(19,187) 

$ 60,246 

S - 

26,287 

(26,287) 

$ - 

► . - 

Note  6 Contributions  Receivable 

1995 

1994 

($  thousands) 

Employers 

$ 375 

$ 1,873 

Employees 

233 

1,219 

► 

$ 608 

$ 3,092 

NOTES  TO  THE  FINANCIAL  STATEMENTS 


Note  7 Accounts  Payable 


1995 

1994 

($  thousands) 

Investment  purchases 

$ 5,948 

$ 3,330 

Benefits 

6 

6 

Refunds  and  transfers 

35 

207 

Province  of  Alberta  - administration  expenses 

69 

(47) 

^ 

$ 6,058 

$ 3,496 

Note  8 Investment  Income  (Loss) 

Investment  income  is  comprised  of  dividends,  interest,  rental  income  and  other  non-capital 
returns  from  assets. 


1995  1994 

Current  Period 
Change  in 

Income  Fair  Value  Total  Total 

($  thousands) 


Cash  and  short-term  securities 

$ 5,091 

$ 2,218 

$ 7,309 

$ 2,696 

Bonds 

23,299 

36,397 

59,696 

(12,011) 

Mortgages 

3,840 

3,074 

6,914 

(320) 

Canadian  equities 

5,890 

23,607 

29,497 

1,478 

Foreign  equities 

8,246 

16,069 

24,315 

4,200 

Real  estate 

1,069 

(161) 

908 

456 

Swaps 

2,714 

- 

2,714 

- 

$50,149 

$ 81,204 

$ 131,353 

$(3,501) 

Of  the  total  net  investment  income,  $2,080,000  [1994:  $2,517,000]  of  income  and 
$1,609,000  [1994:  a loss  of  $3,334,000]  of  the  change  in  fair  value  is  derived  from 
marketable  investments  issued  by  the  Province  of  Alberta. 


Note  9 


Administration  Expenses 


1995  1994 

($  thousands) 

General  administration  costs 

$ 353 

$ 298 

Investment  management  costs 

169 

105 

Actuarial  fees 

19 

- 

$541 

$403 

General  administration  costs,  including  Board  costs,  were  charged  on  a cost  recovery  basis  by 
Alberta  Treasury  until  October  31,  1995  and  by  Alberta  Pensions  Administration 
Corporation  for  the  remainder  of  the  year. 

Investment  management  costs  were  charged  directly  by  Alberta  Treasury  and  do  not  include 
custodial  and  external  management  fees  which  have  been  deducted  in  arriving  at  investment 
income. 

In  1995,  total  administration  costs  of  $541,000  amounted  to  $122  per  member 
[1994:  $86  per  member]. 

Note  10  Accrued  Pension  Benefits 

An  actuarial  valuation  of  the  Plan  was  carried  out  as  at  December  31,  1994  by  William  M. 
Mercer  Limited  and  was  then  extrapolated  to  December  31,  1995.  The  December  31,  1994 
valuation  resulted  in  an  actuarial  deficiency  of  $122  million  as  disclosed  in  the  statement  of 
accrued  pension  benefits  and  net  assets  available  for  benefits. 

The  valuation  was  determined  as  at  December  31,  1994  using  the  projected  benefit  method, 
prorated  on  service.  The  assumptions  used  in  the  valuation  were  developed  as  the  best 
estimate  of  expected  short-term  and  long-term  market  conditions  and  other  future  events. 
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Note  10  Accrued  Pension  Benefits  (continued) 

The  estimate  was,  after  consultation  with  the  Plan’s  actuary,  approved  by  the  Management 
Employees  Pension  Board.  The  Plan’s  future  experience  will  inevitably  differ,  perhaps 
significantly,  from  these  assumptions.  Any  differences  between  the  actuarial  assumptions  and 
future  experience  will  emerge  as  gains  or  losses  in  future  valuations  and  will  affect  the 
financial  position  of  the  Plan.  The  major  assumptions  used  were: 


December  31, 

1995  1994 

Extrapolation  Valuation 

% % 


Asset  real  rate  of  return  4 4 

Inflation  rate  4 4 

Nominal  rate  of  return  8 8 

Pension  cost-of-living  increase  as  a percent 

of  Alberta  Consumer  Price  Index  60  60 

► 

In  accordance  with  the  requirements  of  the  Public  Sector  Pension  Plans  Act,  a separate 
accounting  is  required  of  the  pension  liability  with  respect  to  service  that  was  recognized  as 
pensionable  as  at  December  31,  1991.  Therefore,  the  statement  below  summarizing  the 
accrued  pensions  benefits,  market  value  of  assets  and  the  resulting  actuarial  deficiency  at 
December  31,  1995  is  split  between  the  pre-1992  and  post- 1991  periods. 

Investments  held  by  the  Plan  are  reported  at  fair  value  as  at  December  31,  1995  for  financial 
statement  purposes.  As  with  the  accrued  pension  benefits,  the  assets  have  been  split  between 
the  pre-1992  and  post- 1991  periods. 

Based  on  the  information  provided  above,  the  following  table  summarizes  the  accrued 
pension  benefits,  actuarial  value  of  net  assets  and  the  resulting  actuarial  surplus  or  deficiency 
at  December  31,  1995: 


Pre-1992 

Post-1991 
($  thousands) 

Total 

Fair  value  of  assets 

$ 715,443 

$170,791 

$ 886,234 

Actuarial  asset  value  adjustment 

(34,165) 

(7,932) 

(42,097) 

Actuarial  value  of  assets 

681,278 

162,859 

844,137 

Accrued  benefits 

795,571 

165,182 

960,753 

Actuarial  deficiency 

^ 

$ 114,293 

$ 2,323 

$ 116,616 

Note  11  Change  in  Actuarial  Asset  Value  of 
Net  Assets  Available  for  Benefits 

The  method  of  determining  the  actuarial  value  of  net  assets  available  for  benefits  has  been 
changed  from  that  used  in  1994  to  make  it  more  consistent  with  the  assumptions  underlying 
the  valuation  of  accrued  pension  benefits. 

The  actuarial  asset  value  adjustment  for  1994  has  been  restated  to  reflect  this  change  in 
method.  The  change  in  method  had  the  effect  of  increasing  the  actuarial  value  of  net  assets 
available  for  benefits  by  $43,166,000  in  1995  [1994:  $35,356,000]  and  reducing  the  excess 
of  actuarial  value  of  accrued  benefits  by  corresponding  amounts.  If  the  change  had  not  been 
made,  the  excess  of  actuarial  value  of  accrued  pension  benefits  over  net  assets  would  have 
been  $159,782,000  [1994:  $157,517,000]. 

Note  12  Comparative  Figures 

Comparative  figures  have  been  restated  to  be  consistent  with  the  1995  presentation. 

Note  13  Budget  Information 

The  accrued  pension  benefits  are  based  on  the  Management  Employees  Pension  Board’s  best 
estimates  of  future  events.  Differences  between  actual  results  and  the  Board’s  expectations 
are  disclosed  as  net  experience  gains  in  the  statement  of  changes  in  accrued  pension 
benefits.  Accordingly,  a budget  is  not  included  in  these  financial  statements. 

Note  14  Responsibility  for  Financial  Statements 

These  financial  statements  were  prepared  by  management  and  approved  by  the  Management 
Employees  Pension  Board. 


SCHEDULE  A:  SCHEDULE  OF  INVESTMENTS 


December  31,  1995 
($  thousands) 


1995  1994 


Cash  and  Short-term  Securities 

Cash  and  cash  equivalents 

Deposits  in  U.S.  dollar  money  market  funds 

Short-term  securities 

Government  of  Canada,  direct 
Provincial: 

Alberta,  direct  and  guaranteed 
Other,  direct 
Municipal 
Other 

Total  cash  and  short-term  securities 

Bonds 

Bonds,  bond  coupons  and  residuals 

Government  of  Canada,  direct  and  guaranteed 
Provincial: 

Alberta,  direct  and  guaranteed 
Other,  direct  and  guaranteed 
Municipal 

Foreign  governments,  guaranteed 
Corporate 

Corporate,  convertible 
Canadian 
Foreign 

Mortgage-backed  securities 

Government  of  Canada,  guaranteed 

Total  bonds 

Mortgages 

Canadian  Equities 

Public 

Private 

Total  Canadian  equities 

Foreign  Equities 

United  States,  public 
Global,  public 
Total  foreign  equities 

Real  estate 


$ 71,532 

$ 36,042 

4,501 

1,476 

2,248 

15,503 

_ 

826 

9,535 

4,005 

1,027 

- 

31,960 

25,243 

120,803 

83,095 

205,665 

172,359 

20,660 

21,950 

51,074 

42,904 

5,376 

3,485 

603 

565 

45,782 

27,292 

6 

25 

1,092 

2,302 

27,830 

31,580 

358,088 

302,462 

16,683 

14,392 

207,071 

165,285 

4,477 

4,531 

211,548 

169,816 

$ 61,696 

$ 50,777 

94,629 

89,046 

156,325 

139,823 

18,099 

18,183 

$ 881,546  $ 727,771 


Glossary  of  Investment  Terms 


benchmarks 

A standard  against  which 
others  are  measured.  For  the 
purposes  of  this  report, 
benchmarks  are  established 
income  figures  (listed  in 
percentages)  used  to  measure  the 
health  of  the  Fund’s  investment 
returns. 

book  value 

The  value  of  the  portfolio 
based  on  the  cost  of  acquiring 
the  securities. 

derivatives 

A financial  obligation  that 
derives  its  value  from  the  value 
of  one  or  more  other  financial 
instruments.  Examples  include 
future  contracts,  swaps  and 
options. 

emerging  markets 

The  stock  markets  of 
countries  that  are  developing  or 
have  recently  established  public 
markets. 

external  manager 

A firm  that  has  been 
contracted  to  provide 
investment  management 
services. 

fixed  income 

Investments  with  a fixed 
rate  of  return. 


indices 

Frank  Russell  Commercial 
Property  Index 

Measures  the  total  return 
attributable  to  Canadian 
commercial  real  estate. 
Maintained  by  Frank  Russell,  the 
index  is  compiled  and  reported  on 
a quarterly  basis. 

Morgan  Stanley 
World  Index 

Measures  the  total  return 
attributable  to  the  largest 
capitalized  companies  on  the 
world’s  major  stock  exchanges. 
Maintained  by  Morgan  Stanley, 
the  index  is  compiled  and 
reported  monthly  in  local  and 
common  currencies. 

ScotiaMcLeod  Bond 
Universe  Index 

Measures  the  total  return 
attributable  to  bonds.  Maintained 
by  ScotiaMcLeod  and  includes 
representative  bond  issues  by 
issuer  (Federal,  Provincial, 
Municipal  and  Corporate),  by 
quality  (AAA,  AA,  A and  BBB) 
and  term  ( short',  mid-  and  long'). 

ScotiaMcLeod  9UDay 
UBill  Index 

Measures  the  total  return 
attributable  to  91 'Day  T-Bills. 
Maintained  by  ScotiaMcLeod. 
TSE  300  Index 

Measures  the  total  return 
attributable  to  the  300  largest 
capitalized  companies  traded  on 
the  Toronto  Stock  Exchange. 
Maintained  by  the  Toronto  Stock 
Exchange,  the  index  is  compiled 
and  reported  on  a daily  basis.  The 
index’s  composition  is  adjusted 
annually. 


market  value 

The  value  of  the  portfolio  as 
if  it  were  sold  at  a specific  time 
based  on  the  most  recently 
quoted  market  price. 

net  contributions 

Employee  and  employer 
contributions  less  pension 
payouts  and  transfers. 

real  rate  of  return 

The  return  achieved  by  an 
asset  after  adjustments  for 
inflation. 

real  return  bonds 

A debt  security  with  a return 
that  is  linked  to  inflation  to 
generate  a specified  real  rate  of 
return. 

SEI  (Canada) 

SEI  Canada  Financial 
Services  Limited  provides 
independent  reports  on  a fund’s 
performance. 

time-weighted  return 

Considers  the  period-by- 
period  return  without  regard  to 
the  cash  contributions  to  and 
withdrawals  from  the  Fund 
during  the  period.  It  is  used  to 
eliminate  the  effect  the  timing  of 
cash  flow  has  on  a fund’s  return. 

unfunded  liability 

An  unfunded  liability  exists 
when  the  actuarial  valuation 
determines  the  Fund’s  accrued 
benefit  payments  exceed  the  net 
assets  available  for  the  payment 
of  benefits. 


Directory  - 1996 


Board  Members  - 1996 

Government  Nominees 

Dianne  Keefe,  Chair 
Robert  Algar 
Laird  Willson 

Employee  Nominees 

Jack  Phelps,  Vice-Chair 
Peggy  Hartman 
Richard  Masson 
(Resigned  - August  1996) 


Board  Members  may  be  contacted 
as  follows: 

Management  Employees  Pension  Board 

3rd  Floor,  Park  Plaza 
10611  - 98  Avenue 
Edmonton,  Alberta 
T5K  2P7 

Phone:  (403)  427-2782 

Fax:  (403)  427-1621 

In  Alberta,  call  toll-free  1-800-358-0734 


Public  Service 
Commission  Nominee 

Deborah  Owram  (Non-voting) 


Board  Secretary 

Len  Morin 

Alberta  Pensions  Administration  Corporation 

Administrator 

Alberta  Pensions  Administration  Corporation 

Fund  Management 

Investment  Management  Division 

Alberta  Treasury 

Actuary 

William  M.  Mercer  Limited 

Auditor 

Auditor  General  of  Alberta 
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